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KEY ECONOMIC INDICATORS - TURKEY 


All values in million US dollars Official Exchange Rate 
unless otherwise stated TT. 16.50 = $1.00 


INCOME, PRODUCTION, FyPLOYMENT A B 
($ billions) 1974 1975 


D 
1976 


” Q 
sf 
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GIP at current prices 1/ 30.51 36.66 
GNP at constant 1968 prices: 1/ 12.00 12.50 
Agriculture 2.60 2.76 
Industry 2.72 2.97 
Other 6.68 6.77 
Per Capita GNP at current prices Y/ 777.00 912.00 
Average industrial wage, (1974=100) 100.00 128.00 
Labor force (millions) 2/ 15.15 15.75 


Average unemployment rate (%) 12.30 13.60 
MONEY AND PRICES 


Money supply (TL million-3/76) 90,045.00 118,470.00 116,925.00 
Interest rates (Central aepk) (%) 9 9 9 
Indices: (1963 - 100), 3 
Wholesale price index 311.8 343.2 June 388.9 
Ankara cost of living 278.4 331.4 June 375.4 
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BALANCE OF PAYMENTS AND TRADE 


Gold and ForEx Reserves 1,608.8 1,191.8 -9 July 826.1 
External 


lic debt (repayable 
a exchange) 2,901.0 3,015.0 3.9 Mar 3,017.0 
228.5 241.5 5.7 124.8 


a 1976) 

, overall -428.2 <-1,302.6 230.5 -542.4 
balance ( sane 1976) 

Balance of —— (Jan-July 1976) -2,245.4 -3,337.5 48.6 -]1,600.6 
eo: FOB (Jan-July 1976) Levan 1,401.1 -8.6 1,288.3 
Imports, CIF (Jan-July 1976) "144. 147.1 2.0 158.6 
pe ts an-suly 1348 3,777.6 4,738.6 25.4 2,888.9 
Jan-Ji 76 "350. 4 425.7 21.5 257.8 


Y/ National income data are provisional and based on July 31, 1976 provisional 
2 estimates, the latest available. 

Officially reported data. 
3/ annual average 1974 and 1975; figures exclude rent factor. 
Note: Several changes in the exchange rate during the past three years account 
for apparent discrepancies in percentage change from year to year in several 
items above. The percentages shown in Colum C of National Incame above are 
based on official data in Turkish Lira rather than on the dollar equivalents 
shown in A and B. Average rates used in National Income data are as follows: 
1974: Sl = TL 14.00; 1975: $1 = TL 14.50; and 1976: Sl = = 716. Since 
October 27, 1976, $1 = TL 16.50. 





SUMMARY 


In the first six months of 1976, Turkey continued to exper- 
ience almost the same rapid rate of growth as it had enjoyed 
in the past two years. Real growth in GNP was 7.2 percent 
(1974: 7.6 percent; 1975: 7.9 percent). These rates are 
noteworthy achievements in a time of world-wide recession. 


Neverthless, it has become increasingly difficult to realize 
Turkey's ambitious public sector investment objectives in the 
face of strong demand for public and private consumption. In 
order to maintain imports of raw materials and capital goods 

to sustain rapid growth, Turkey has been forced to borrow a 
growing percentage of the necessary resources from abroad, 
Insufficient public revenues and savings have made it necessary 
to continue to borrow abroad and to expand Central Bank credits, 
creating rapid monetary expansion and inflation. 


The Turkish Government has, nevertheless, made a deliberate 
decision to force economic growth. Turkish development plans 
must provide more jobs for a rapidly growing labor force at a 
time when the European recession has cut job opportunities for 
Turkish workers abroad. Political imperatives of a delicately 
balanced coalition government facing an election in October 
1977 will make it difficult to cut back on either investment 
or consumption expenditures. The Government also appears 
aware that it needs to follow economic policies that will 
_Maintain the confidence of the international banking community, 
an important force in financing the Turkish development drive. 


Given the ambitious development plans of the country, the 
demand in Turkey for U.S. goods and services is potentially 
great, provided financing is available. Turkish imports in 
the first seven months of 1976 rose by about 4 percent over 
the same period in 1975, but the U.S. share of the market 
declined slightly. U.S. exports amounted to $258 million or 
8.9 percent of the total. During the same period in 1975, U.S. 
exports were $277 million or 9.8 percent of the total. Among 
areas that offer special opportunities to U.S. exporters are 
power, transportation and construction, communications, food 
processing, and textile machinery. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Investment and Consumption Expenditures 


The propensity of the Turkish governments of the past two and 
one half years to promote a rapid increase in investment expend- 
itures without a cutback in private consumption is likely to 
continue during the next 12 months. The 1976 Annual Program 
for example, set very ambitious targets in order to compensate 
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for shortfalls that had occurred during preceding years of the 
Third Five Year Plan (1973-77). Unfortunately, the Government 
has been unable to provide the increases in public revenue, 
either through taxation or earnings of State Economic Enter- 
prises (SEE), that could finance such an ambitious investment 
program. Consequently, while the financial needs of the 
generally unprofitable SEEs are partially covered by budgetary 
transfers, substantial recourse to the Central Bank in the form 
of short-term financing facilities and specially authorized 
Central Bank purchases of Government-guaranteed bonds has been 
necessary. This large scale Central Bank lending, together with 
major inflows of capital in the form of convertible lira deposits, 
has led to easy monetary conditions during 1975 and 1976. The 
money supply appears likely to increase about 27 percent in 1976, 
as in 1975. Substantial growth in disposable incomes, in turn, 
is contributing to what may be a 20-25 percent rate of inflation 
and will certainly be another large deficit in the. balance of 
payments during 1976. 


Shortfalls in domestic savings needed to finance the ambitious 
investment goals of the Third Five Year Plan (8 percent average 
annual growth in GNP in real terms) and the heavy industrializa- 
tion drive projected for the Fourth Five Year Plan (1978-82) will 
require increased foreign borrowing in the years ahead. Although 
the Fourth Five Year Plan is still in the embryonic stage, 
estimates of public officials indicate that sustaining an 8 per- 
cent real growth under the present industrialization strategy 
will require imports of $10 billion in 1980 and $15 billion in 
1985, in terms of 1976 dollars. Projected foreign exchange earn- 
ings, on the other hand, are only $7 billion in 1980 and $10 
billion in 1985. 


Difficulties in financing these deficits may require a reevalua- 
tion of Turkish industrialization strategy with its emphasis on 

a real increase in growth of 8 percent a year. While cutting the 
planned growth rate would be politically sensitive, it may need 
to be considered. Turkish planners of all political persuasions 
have consistently affirmed that a sustained rate of economic 
expansion through emphasis on heavy industrialization is the only 
answer to a low standard of living, rapid population growth and 
rising domestic unemployment. Nevertheless, growth in real terms 
is conditional on the availability of resources, both domestic 
and foreign, and unless more domestic resources can be tapped for 
the investment effort, foreign capital inflows of the magnitude 
needed to cover the projected 1980 and 1985 deficits may be 
difficult to obtain. 


Foreign Trade and Balance of Payments in 1976 


The 1976 Turkish trade deficit will be around $3 billion as 
opposed to $3.3 billion in 1975. Turkish exports, led by 
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growth in world demand for cotton, cotton textiles and tobacco 
were up by 55 percent for the first nine months of 1976, from 
$993 million to $1.5 billion. Turkey's imports for the first 
nine months of 1976 were up only 4 percent over the same period 
in 1975, amounting to $3.7 billion as opposed to $3.6 billion. 


The excellent harvests of 1975 and 1976 contributed handsomely 
to Turkey's export growth during the past nine months. Raw 
cotton and tobacco exports during the period doubled over 1975 

to $385 million and $226 million respectively. Cotton textiles 
made the major contribution to the gyowth in Turkey's industrial 
exports during January-September 1976. Exports of cotton 
textiles were $196 million as opposed to $89 million during the 
first nine months of 1975. The 1976-77 agricultural export 
season has begun and the country has ample stocks of tobacco, 
filberts, raisins and olive oil for export. Cotton stocks, 
reflecting strong domestic and foreign demand for textiles and 
strong sales performance earlier in the year, are down con- 
siderably and it is doubtful whether there will be more than 
180,000 MT of raw cotton available for the 1976-77 export season. 
Due to the excellent wheat harvest, Turkey's stocks are at record 
levels and the Government estimates that it has as much as two 
million tons available for export.. The Government, however, 
underestimated the lowered demand for wheat world-wide and has 
been seriously disappointed with the meager demand displayed and 


low prices offered during several recent tender openings. All 
in all, best estimates for Turkey's exports during 1976 are $2.1 
billion. 


Total imports during the first half of 1976 actually fell com- 
pared to 1975, but have risen during the past three months and 
now total $3.7 billion for the year, up 4 percent over 1975. 
Lowered imports during early 1976 did not indicate a fall-off 
in demand, but rather Government administrative delays in pro- 
cessing import licenses and opening letters of credit to pay 
for imports. Transfer delays, prevalent for most of the first 
half, eased in June and continue in general to be minimal 
through November 1976. Nevertheless, normal administrative 
delays in issuing import licenses and paying, coupled with 
shortages of foreign exchange, make it unlikely that imports 
will exceed $5 billion in 1976. 


The $300-400 million improvement in the balance of trade for 
1976 over 1975 will not result in a comparable improvement in 
the balance of payments. Worker remittances for the first nine 
months of 1976 are down 29 percent from the same period in 1975, 
$715 million as opposed to slightly over $1 billion. While the 
Government revised the Turkish lira rate for worker remittances 
in September (now TL 17.50 = $1 as opposed to official rate of 
TL 16.50 = $1) and is making other efforts to increase worker 
remittances, it is doubtful whether this important source of 
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foreign exchange will provide more than $1.1 billion in 1976. 
In addition, net tourist receipts are down for 1976 and will 
not match the $50 million net contribution they made to the 
balance of payments last year. In short, the current account 
deficit in the balance of payments for 1976 as a whole will 
probably total approximately the same as last year, $1.8 
billion. Capital transactions -- project credits, private 
foreign capital (including supplier credits and syndicated 
Eurodollar borrowings) and imports with waiver -- appear to be 
up slightly over 1975. Consequently, the basic deficit will 
aot $100 - 200 improved over last year's $1.3 billion 
eficit. 


Financing the Deficit: Reserves and Debt Picture 


The Government of Turkey financed its basic account deficit 

in 1975 by drawing down its foreign exchange reserves by $400 
million, using $300 from the IMF, and tapping world short-term 
capital markets for about $1 billion. Thus far in 1976, Turkey 
has financed its basic account deficit by drawing down reserves 
by about $300 million, borrowing $149 million from the IMF and 
more than $500 million in short-term capital. 


The "convertible lira account facility" inaugurated by the 
Government in May 1975 has been a remarkably successful vehicle 
in the short run for financing Turkey's payments deficits. 

Under this facility, the foreign depositor is remunerated at 

1.75 percent over the London Interbank Rate and has the exchange 
risk on principle and interest guaranteed by the Government of 
Turkey. The system has evolved into an import financing facility 
particularly for the private sector. 


As long as these deposits were seen as primarily short-term 
financing for the private sector, the Government appeared to 
permit, at least implicitly, a certain amount of private sector 
flexibility in negotiating fees and interest rates with foreign 
financial institutions. As the Turkish external payments deficit 
worsened, however, and as the real cost of the convertible lira 
became more apparent, it was realized that the $1.5 billion in 
short-term inflows is more than a debt owed by the private banking 
sector. In fact, through the exchange availability guarantee, 

it constitutes a potentially volatile claim on Turkey's foreign 
exchange reserves. 


Government efforts to improve its external payments balance and 
gradually eliminate the pressing need for short-term financing 
is taking several forms. The State Investment Bank and State 
Economic Enterprises are being encouraged to raise medium-term 
loans on the Euromoney market ($350 million was raised in this 
fashion in the past 18 months). The Government is making 
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increased use of supplier credits particularly in the state 
sector and the cost and terms of credit are critical factors 
in determining project feasibility. Export expansion is being 
encouraged by tax rebates on exports and some-export financing, 
particularly for processed goods. Periodic adjustments are 
being made in the value of the lira to ensure that exports 
remain competitive and that import inputs are not undervalued. 
The Government is taking resourceful measures to increase 
worker remittances. And, perhaps, most important of all in 
maintaining international financial confidence, the Government 
has meticulously kept its commitments in repayment of both its 
short and long-term financial obligations. 


Turkey's official gold and foreign exchange reserves in 1976 
have fluctuated from a high of $1,150 million on January 1, 

to a low of $700 million on July 23, 1976 and were $900 million 
on November 12, 1976. While the size and composition of the 
Turkish foreign exchange reserves cause bankers some concern, 
the foreign debt picture is more encouraging. Exclusive of the 
$1.5 billion in short-term capital inflows, the Turkish debt 
payable in foreign exchange was $3 billion on March 31, 1976. 

In addition there is $1.2 billion in secured, but unutilized 
credit outstanding. All but $100 million of the $3 billion 

debt is owned to international institutions and foreign govern- 
ments and government agencies. Most of these credits have long 
maturities and relatively low interest rates. The debt-service 
ratio, as a percentage of exports of goods and services 
(including worker remittances), but excluding short-term borrow- 
ings, was approximately 20.5 percent in 1971, 9.6 percent in 1975, 
and should not go above 10 percent in 1976. The relatively 
favorable debt posture and debt-service ratio provide a positive 
background to Turkey's efforts gradually to replace its short- 
term borrowings with medium and long-term credit inflows. 
Coupled with favorable longer-term prospects for the economy 
(skilled labor, good natural resources and a strong agricultural 
base) and the good growth rates of recent years, Turkey should 
be able to reduce the deficit in its external balance and finance 
its investment programs on a longer-term basis. 


IMPLICATIONS FOR THE UNITED STATES 


Turkey As An Expanding Market for U.S. Goods and Services 


Turkish determination to continue the satisfactory growth rate 
of the past few years even in the face of increased dependence 
on external resources is providing new challenges for American 
financial institutions and American exporters. While selling 
to Turkey has never been easy, competitive financing has now 
become an essential component of virtually every sales package. 
In most cases, American exporters are meeting the competition 
by demanding increased assistance from their bankers in the 
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United States. Many American banks, even those who have tradi- 
tionally not been active in the Turkish market, are testing the 
water through the convertible lira account deposit which often 
translates into increased export business for their American 
clients. During the past year both Barclays and Citicorp have 
opened representative offices in Istanbul, another major U.S. 
bank has recently received permission to open an office, and 
several more U.S. banks have applied for such permission. 

These representative offices not only seek to provide better 
services for their corporate clients but also try to play an 
active role in advising Turkish monetary authorities of finan- 
cing opportunities for Turkish development projects. 


Foreign Investment Climate 


The. intense development effort, shortage of investment capital, 
need for modern technology transfer, and desire to promote 
import-substitution and export industries may lead to a more 
open Turkish private investment policy. For a variety of 
reasons, however, the liberal Turkish investment law has not been 
implemented in such a way as to attract much foreign investment 
into the country. In fact, potential investors, including ex- 
isting firms which desire to expand production capacity, find 
the bureaucratic procedures to be discouraging. The picture is 
further complicated by an apparent difference in foreign invest- 
ment policy between the two major coalition partners. No new 
direct investments have been made by U.S. companies in several 
years, and expansion requests by others have been pending, some 
of them for lengthy periods. Consequently, most potential 
foreign investors in recent years have directed their efforts 
toward more easily arranged licensing of products and processes. 


Areas of Special Interest to U.S. Suppliers 


There are good opportunities for the expansion of exports of 
U.S. goods and services in areas relating to thermal and hydro- 
electric (and possibly nuclear) power plants; food processing 
and handling facilities; textile and ready-to-wear clothing 
plants; establishment of chemical, petroleum and mineral explor- 
ation; ore processing plants; and modernization and expansion 
of port, airport, railroad and highway transportation facilities. 
Both the public and private sectors are making increased use of 
supplier credits and other forms of import financing. Imagina- 
tive use of supplier credits and package financing is often 
becoming a prerequisite to successful selling. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





